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e Financial assistance, information, and governmental 


advocacy are some of its activities 


Small Business Administration— 
Its Responsibilities and Programs 


RESIDENT Eisenhower on July 18, 1958 

signed into law the Small Business Act of 
1958, creating for the first time in history a 
permanent agency of the United States Gov- 
ernment to foster the welfare of small busi- 
ness enterprises. 

The importance of small business to the 
Nation’s economy, of course, had long been 
recognized. During World War II the Smaller 
War Plants Corporation was created to help 
harness the full effort of the Nation’s small 
business firms to the war effort, and when the 
Korean conflict began the Small Defense 
Plants Administration was created for a simi- 


About the author— 
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lar purpose. The Reconstruction Finance Cor- 
poration’s financial assistance activities in- 
cluded loans to small business concerns and to 
the victims of floods or other natural catastro- 
phies. 

The Small Business Administration suc- 
ceeded the Small Defense Plants Administra- 
tion in mid-1953 with broadened powers to 
assist all small business concerns. 


Made a Permanent 
Agency in 1958 


By 1958 the need for the services of the 
Small Business Administration to foster and 
assist the Nation’s small firms had been so 
firmly established that the agency was made 
a permanent part of the Government virtually 
without opposition. 

Not only was the Small Business Adminis- 
tration made a permanent agency in 1958 but 
its powers to help the small business segment 
of the economy were increased by enactment 
of the Small Business Investment Act. This 
legislation authorized the creation of private 
companies which will furnish equity funds and 
long term financing to small business con- 
cerns. The functioning of local development 
companies and small business investment 
companies and the Federal assistance avail- 
able to them will be described hereafter. 

The philosophy that led to the establish- 
ment of the Small Business Administration is 
perhaps best stated in the Small Business Act 
of 1958, which says: 

“The essence of the American economic 
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system of private enterprise is free competi- 
tion. Only through full and free competition 
can free markets, free entry into business, and 
opportunities for the expression and growth 
of personal initiative and individual judg- 
ment be assured. The preservation and expan- 
sion of such competition is basic not only to 
the economic well-being but to the security of 
this Nation. Such security and well-being can- 
not be realized unless the actual and poten- 
tial capacity of small business is encouraged 
and developed. It is the declared policy of 
the Congress that the Government should 
aid, counsel, assist, and protect, insofar as is 
possible, the interests of small-business con- 
cerns in order to preserve free competitive en- 
terprise, to insure that a fair proportion of the 
total purchases and contracts for property and 
services for the Government (including but 
not limited to contracts for maintenance, re- 
pair, and construction) be placed with small- 
business enterprises, to insure that a fair 
proportion of the total sales of Government 
property be made to such enterprises, and to 
maintain and strengthen the over-all economy 
of the Nation.” 


Responsibilities of SBA 


To achieve this basic purpose the Small 
Business Administration has established vari- 
ous programs of assistance to small firms. 

The Small Business Administration has five 
major areas of responsibility: 

1. Helping small business gain access to 
adequate capital and credit through financial 
counseling, bank-Small Business Administra- 
tion participation loans, direct Government 
loans, and assistance to privately owned small 
business investment companies; 

2. Helping small business obtain a fair 
share of Government purchases and sales; 

3. Helping small business obtain competent 
management, technical and production coun- 
sel; 

4. Making disaster loans to persons whose 
homes or businesses have been damaged or 
destroyed by storms, floods, and other natural 
disasters, and to small business concerns 
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which have suffered substantial econoniic jp. 
jury because of excessive rainfall or drought | tl 
conditions in their areas; and 

5. Serving as an advocate of small business | 
with other Government departments and | 
agencies in many fields and programs in which | | 
small business has an interest. 


Financial Assistance re 


A summary of each of the responsibilities ' ; 
assigned to this Administration follows: SI 

The Small Business Administration since 
its inception has operated a financial assis. 5 
tance program designed to provide term loans 4 
to small manufacturers, service industries, re 9 
tailers and other businesses eligible by size,’ {J 
dollar volume or other pertinent standards. 

These loans, made on either a direct basis 
or in participation with banks, have totaled 4 
more than 18,000 in number for $850 million, 
since the inception of the program in 1953. sg 

The loans have been in amounts from 9 
$1,000 to $350,000 with an average of $40, d 
000 (although nearly 60 per cent have been | st 
for $25,000 or less). Maturity dates have been SI 
averaging about 5 years, although longer ma- —q 
turity dates are provided when considered {| 
necessary. th 

Small manufacturers, retailers, service es- 
tablishments and other small businesses are 
eligible for SBA loans for business construc. 
tion, conversion, or expansion; the purchase 
of equipment, facilities, machinery, supplies 
or materials; or for working capital. te 

There are two broad types of Small Busi- ’ 
ness Administration business loans: “‘partici- b 
pation” and “direct.” In a participation loan, fj 
the Agéncy joins with a bank or other private ti 
lending institution in a loan to a small busi- ti 
ness concern. In a direct loan, there is no par- 
ticipation by a private lender—the loan is’ b 
made entirely and directly by the SBA to the a 
borrower. n 

By law, the Agency may not make a direct ir 
loan if a bank or other private lending institu- pon 
tion will join with it in a loan to the borrower. 

Business loans generally are repayable in 0 
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regular monthly installments, including in- 
terest on the unpaid balance, and can have 
maturity dates up to 10 years. 


Small Business Investment 
Companies 


In addition to the direct financial assistance 
rendered to small business concerns by SBA 
under the Small Business Act, further assist- 
ance was authorized through the creation of 
small business investment companies and de- 
velopment loan companies under the Small 
Business Investment Act of 1958. This assist- 
ance, which is actually rendered by privately 
organized companies, is not a duplication of 
the direct assistance rendered by the Small 
Business Administration but is designed to 
make long-term funds and equity financing 
available to the small business segment of our 
economy. Considerable testimony was pre- 
sented by the Federal Reserve Board and 
other authorities to show that the costs in un- 
derwriting for public sale security issues in 
small amounts is disproportionately high to 
small business concerns. The Congress passed 
and on August 21, 1958 the President signed 
the Small Business Investment Act of 1958, 
thus providing the means by which privately 
organized and operated small business invest- 
ment companies would serve as a source of 


equity and long-term financing for small busi- — 


ness concerns. 

Small business investment companies con- 
templated by this Act were authorized to pro- 
vide the equity and long-term funds for small 
business concerns, which large underwriting 
firms normally provide for the larger corpora- 
tions. Whereas the securities of large corpora- 
tions are bought by underwriting firms and re- 
sold to public investors, the securities of small 
business concerns could not be expected to be 
as marketable as those of the larger compa- 
nies. As the cost of investigating and investing 
in small concerns is relatively high, it was 
necessary to provide certain inducements to 
private capital to invest in the long term debt 
or equity securities of small business concerns. 
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Financial Advantages 


The Act, therefore, necessarily gave to the 
small business investment company substan- 
tial inducements, including tax advantages, 
provided certain amounts of federal funds to 
assist in the formation and growth of small 
business investment companies and permitted 
the purchase of securities convertible into the 
stock of the small business concern financed. 

Many companies, after a study of these in- 
ducements, have been formed. To be exact, 68 
small business investment companies have 
been licensed by the Administration as of Jan- 
uary 22, 1960, and in addition, applications 
for the forming of 81 additional companies 
have been submitted. 

The financial assistance that SBA may give 
to a small business investment company is the 
authority to lend any one company up to 
$150,000 to assist the company to obtain the 
minimum required capital of $300,000; fur- 
thermore, SBA is authorized to loan any one 
small business investment company an amount 
equal to one-half of the company’s capital. 


Tax Benefits 


The tax benefits available to small business 
investment companies are briefly these: 

A small business investment company ac- 
tively engaged in the business contemplated 
by the Act will not be subject to taxes on ac- 
cumulated earnings. 

A small business investment company (ex- 
cept under certain circumstances) is also 
exenipt from personal holding company taxes. 

Under the Technical Amendment Act, 
losses realized on the stock of a small business 
investment company may be treated as an 
ordinary loss rather than a capital loss. This 
loss deduction applies to all purchasers of 
stock from a small business investment com- 
pany and is not limited to the original stock- 
holders. 

The Technical Amendment Act also per- 
mits 100 per cent deduction rather than an 
85 per cent deduction allowed to the corpora- 
tions for dividends received by the small busi- 
ness investment company. 
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A further inducement for the formation and 
successful operation of small business invest- 
ment companies is contained in legislation 
passed by the Senate (S.2611) which will, if 
enacted by the House, provide greater flexi- 
bility in the types of securities the small busi- 
ness investment companies may take from 
the concerns they finance. This should enable 
small business investment companies which 
are experienced in underwriting and selling 
securities, to create and sell, profitably, to 
public investors and investing institutions 
many of the securities they generate. Greater 
flexibility in the types of permissible securities 
should also augment the borrowing power of 
the small business investment companies from 
banks and other institutions. | 


Assistance to 
Development Companies 


The other type of company eligible for fi- 
nancial assistance under the Small Business 
Investment Act is the development company 
-—both the State and local development com- 
pany. The Act authorizes SBA to loan to a 
State development company an amount equal 
to the loans obtained by the State develop- 
ment company from its members and others, 
the only proviso being that the State develop- 
ment company must use the funds obtained 
from SBA to finance small business concerns. 

The Act also authorizes SBA to loan to a 
State or local development company a total of 
$250,000 to assist in the development of any 
one project. At least 20 per cent of the cost 
of the project such as the completion, ex- 
pansion or conversion of a manufacturing 
building must be provided by the develop- 
ment company, in which case SBA will pro- 
vide the remaining 80 per cent. The property 
being developed must be leased to an identifi- 
able small business which will be required to 
make periodic payments to the development 
company sufficient to repay the funds ad- 
vanced by SBA. 

During the first year of operation 34 loans 
had been made to State and local development 
companies in an amount of $4,181,774. 
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The Procurement 
Assistance Program 


Under the procurement assistance program, ; 
which is a major activity, the Agency helps | 
small business concerns obtain a fair share of | 
Government contracts. Although work towards 
this objective is done in many ways, perhaps _ 
the most effective means is through coopera. 
tion with the major Government purchasing 
departments and agencies to have bidding on | 
suitable contracts or parts of such contracts 
reserved for small business concerns. 

This program, known as our Joint Set-Aside 
Program, has resulted in the awarding to small 
firms of approximately 75,000 Government 
contracts totaling about $3 billion. This ap. | 
plies only to contracts set aside for small busi- 
ness and does not include many billions of 
dollars which small firms have received in. 
Government contracts either as prime contrac. | 
tors or as subcontractors. } 


Assistance with [ 


Management Problems 


Another responsibility which has been as-_ 
signed to the Small Business Administration 
is to assist small business concerns with their 
management problems. This activity is referred 
to as the Management and Research Assist- 
ance Program. 

This program is educational in nature and 
is conducted principally through administra- 
tive management courses, management re- 
search, and publications for small business 
owners and managers. SBA co-sponsors man- | 
agement courses which are offered by univer: ' 
sities and colleges. SBA has co-sponsored neat- 
ly 700 of these management courses in cooper- 
ation with 255 educational institutions. Since 
the start of the program in 1954, 21,500 busi- 
ness men and women have attended _ these 
courses. The students—small business owners | 
and managers—pay the cost through tuition. 

SBA issues many publications relating to 
various management subjects. Recent titles in- 
clude “Pricing Arithmetic for Small Business | 
Managers,” ‘“‘How Better Business Bureaus | 
Help Small Business,” “Traps to Avoid in 
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Small Business Management,” and ‘How to 
Reduce Your Operating Costs.” Nearly seven 
million copies of these publications have been 
distributed upon request. 


Research Program 

In addition, during the Second Session of 
the 85th Congress, the Agency was given the 
responsibility of launching a new research pro- 
gram through which State agencies and educa- 
tional institutions will be given grants of not 
more than $40,000 per year within each State 
to finance small business management studies 
and counseling. 

During fiscal year 1959, 52 grants ranging 
from $7,465 to $40,000 and totaling approxi- 
mately $1,900,000 were awarded to educa- 
tional institutions and State agencies for stud- 
ies of specific small business problems, in 
each of the states and District of Columbia 
and the Commonwealth of Puerto Rico. 

The University of Michigan has received a 
grant of $40,000 to make an analysis of the 
management factors contributing to the suc- 
cess or failure of small manufacturing con- 
cers. 

When this study and others are completed, 
they will be widely disseminated by the Small 
Business Administration and the universities, 
and they may well be of special interest to the 
readers of the Michigan Business Review. It 
is the consensus that a great deal of valuable 
information will be developed by these re- 
search studies. 

Another form of direct assistance is, of 
course, the disaster loan piuvgram which is 
mentioned above as the fourth major area of 
responsibility assigned to SBA. Since this pro- 
gram is not in the strict sense a business pro- 
gram, I feel that any further discussion of it 
would be beyond the scope of this article. The 
discussion so far has been restricted to what 
might be called the Agency's direct forms of 
assistance to small business concerns. 


Advocate of Small Business 
in Government 
The fifth responsibility which has been 
placed with this Agency and which affects each 
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and every small business man is the SBA’s 
function as the advocate of small business in 
Government. 

Many sections in the Small Business Act 
refer to the responsibility of SBA in formulat- 
ing policies which affect small business, a few 
of which are being pointed up here. The Act 
empowers the Agency whenever it determines 
such action is necessary ‘to consult and co- 
operate with all Government agencies for the 
purpose of insuring that small-business con- 
cerns shall receive fair and reasonable treat- 
ment from such agencies.” 

Another section of the Act says in part: “To 
the extent deemed necessary by the Adminis- 
trator to protect and preserve small-business _ 
interests, the Administration shall consult and ‘ 
cooperate with other departments and agencies ~ 
of the Federal Government in the formulation 
by the Administration of policies affecting 
small-business concerns.” 

Much has been done since the Small Busi- 
ness Administration was created to foster the 
interests of small businesses. In 1956, Presi- 
dent Eisenhower created a Cabinet Committee 
on Small Business. This small business com- 
mittee consisted of certain members of the 
Cabinet and the Small Business Administra- 
tor. In addition, other department and agency 
heads were designated by the President to 
participate on an ad hoc basis as seems de- 
sirable. 

This committee has made recommendations 
for both administrative and legislative action. 
Many of these recommendations have become 
law. 

The Small Business Administration during 
the past year has continued to be an advocate 
for small business with many Government de- 
partments and agencies. It has been possible 
by consultation at early stages in the formula- 
tion of regulations and policies to make cer- 
tain that artificial impediments are not placed 
in the way of the growth and expansion of 
small business. 


Interagency Cooperation 


To illustrate the broad range of activities 
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in which this Administration has participated, 
here are a few examples of interagency co- 
operative effort: 

In its new responsibilities for increasing 
small business participation in sales of Govern- 
ment property, the Small Business Administra- 
tion is working closely with those Government 
agencies having disposal activities. A coopera- 
tive agreement was developed with the De- 
partment of Agriculture to assure small busi- 
ness an increased share of Federal timber, 
and the Agency has completed a similar agree- 
ment on forest land controlled by the Depart- 
ment of the Interior. The Agency also plans 
to develop cooperative agreements with all 
other departments having responsibility for 
the sale of real and personal property. 

Representatives of this Agency have con- 
ferred with representatives of the Federal 
Aviation Agency about financial assistance to 
small airlines and loans to private business 
concerns for hangar facilities. 

SBA has also collaborated with the Busi- 
ness and Defense Services Administration of 
the Department of Commerce in helping small 
business concerns obtain access to scarce ma- 
terials. 

With regard to small business participation 
in the President’s highway program, the 
Agency has worked with officials of the Bureau 
of Public Roads in the Department of Com- 
merce. 

The Small Business Administration in col- 
laboration with other agencies has reviewed 
the labor standards provisions of Government 
construction contracts in an effort to simplify 
the procedures and thus facilitate the partici- 
pation of small business in Government pro- 
curement. 

SBA is collaborating with the General Serv- 
ices Administration, the Department of De- 
fense and other agencies in a study of Govern- 


ment procedures, policies and regulations ’ 


which may adversely affect small business, 


Agency employees are participating with the 
General Services Administration in the pre. 


paration of a single set of Government pro. | 


curement regulations. 

Recommendations have been made to the 
Department of State about hardships imposed 
on small business in cases such as the export of 
ferrous scrap and other materials in short sup. 


ply, and restrictions imposed on goods ship. | 


ped from the United States. 
These are but a few of the instances in 
which this Agency has been working with oth- 


er departments to strengthen small business, . 


A Continuing Program 


In summary, therefore, it can be said that 
the Small Business Administration has made 
progress in its responsibility to give financial, 


procurement, management and technical as-_ 
sistance to small business. These programs 


have solved and are continuing to solve many 
of the individual problems of small business 
concerns. 

The Federal Government, the Congress, 


private business and the country at large all 


recognize the vital contributions that small 
business makes and must continue to make 
to the national economy and to the American 
free enterprise system. 

It is the purpose of the Small Business Ad- 
ministration to improve and strengthen the 
Agency’s established programs, and, if appro- 


priate, to devise new ones which will encourage 


and develop the potential capacity of small 
business to contribute to our competitive econ- 
omy. SBA also must and will bend every ef- 
fort to the creation of an economic climate in 
which small enterprises can be started and can 
grow and flourish. 
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e An analysis of a new and important development 


»’ State Income Taxation of 
Interstate Commerce Business 


HE decisions which the United States 

Supreme Court handed down in February 
1959 in the cases of Northwestern States 
Portland Cement Company and Stockham 
Valves and Fittings, Inc.,' rocked the business 
community’s tax status as the segregation 
cases did the South. Although several states 
have been attempting for years—often suc- 
cessfully—to assess income taxes on corpora- 
tions whose only activity within the state was 
classed as interstate commerce, these attempts 
did not receive the white light of publicity un- 
til the Supreme Court in these cases gave its 
blessings to the State of Georgia and the 
State of Minnesota. 

In addition to salesmen, both Northwestern 
and Stockham maintained sales offices in the 
states which assessed the income tax. How- 
ever, orders were accepted at their home offices 
outside of the state, and all shipments were 
made in interstate commerce from the home 
plant. Neither company was qualified to do 
business in the state involved. 

In spite of the fact that the activities of 
these two companies in the income tax states 
were solely in the furtherance of interstate 
commerce business, the Supreme Court held 
that the state could levy a properly appor- 
tioned net income tax upon them, provided 


1 Northwestern States Portland Cement Company 
v. State of Minnesota; Williams v. Stockham Valves 
and Fittings, Inc., 358 U.S. 450, 79 S.Ct. 357. 


About the author— 


Miss Mead is on the tax department staff of the 
Grand Rapids, Michigan office of Seidman & Seid- 
man, certified public accountants. 
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that it was not discriminatory, and provided 
that there were local activities which formed 
a sufficient nexus or connection with the tax- 
ing state. This, of course, filled the hearts of 
the state tax administrators with joy and 
threw the business community into an uproar, 
since it appeared that all bars were down for 
the assessment of state income taxes on what 
had been thought to be safe as exclusively 
interstate commerce business. 

As Justice Frankfurter stated in his well- 
written, but unfortunately dissenting, opin- 
ion, the first result of these decisions would be 
to stimulate states which did not already have 
an income tax on interstate commerce activi- 
ties to hop on the bandwagon, in order to ob- 
tain their share of the interstate commerce 
pie. He pointed out that thousands of rela- 
tively small corporations would have to keep 
books, make returns, store records, and en- 
gage legal counsel, all to meet the infinitely 
various tax laws of 50 states, with different 
times for filing returns, different tax struc- 
tures, different ways of arriving at net income, 
and different formulas of apportionment. This 
would involve large increases in bookkeeping 
and administrative costs, all out of proportion 
to the amount of tax involved. 


Subsequent Supreme Court Cases 


Undeterred by these considerations, the 
Supreme Court continued in three later cases 
to follow the path it had embarked on in 
Northwestern and Stockham. In E T and W 
N C Transportation Company,’ an interstate 
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motor carrier was held liable for a North 
Carolina income tax, although its business in 
that state was solely interstate commerce 
hauling. 

The Supreme Court refused to hear two 
Louisiana income tax cases, and thus left on 
the books the decisions of the high court in 
that state taxing interstate commerce business. 
These cases involved a distillery which sent 
missionary men into Louisiana to assist its 
distributors, although not to solicit orders,’ 
and a shoe company which had no office in 
Louisiana, but had 15 salesmen regularly 
soliciting orders in that state.* 


Congressional Action: A New Law 


The clamor resulting from these decisions 
moved Congress to act with unprecedented 
speed in an attempt to put limits on the states’ 
power. Almost immediately the Senate Small 
Business Committee started hearings. Bills 
were introduced in both the House and the 
Senate providing for various means of protect- 
ing interstate commerce business. Finally, on 
September 3, 1959, Congress passed a bill 
which was signed by the President and became 
effective on September 14, 1959, and is known 
as Public Law 86-272. This law provides that 
no state, county, or city may impose a tax on 
the net income derived within its boundaries 
by any person from interstate commerce, pro- 
vided the only business activities within those 
boundaries are the solicitation of orders for 
the sale of tangible personal property. The 
orders may be solicited either by the taxpay- 
er, his employees, or an independent contrac- 
tor. They must be sent outside the state for 
approval or rejection, unless they are accepted 
by the independent contractor, and they must 
be filled by shipment or delivery from a point 
outside of the state. 


2 ET and WNC Transportation Company v. Cur- 
rie, 248 N.C. 560, 104 S.E. 2d 403, affirmed per curiam 
359 U.S. 28, 79 S.Ct. 602, rehearing denied 79 S.Ct. 
874. 

* Brown-Forman Distillers Corp. v. Collector of 
Revenue, 234 La. 651, 101 So. 2d 70; dismissed per 
curiam, 359 U.S. 28, 79 S.Ct. 602. 

+ International Shoe Co. v. Fontenot, 236 La. 279, 
107 So. 2d 640, certiorari denied 5/4/59. 


The new law does not protect the compl 
tion which is incorporated in the taxing state, 
or an individual who is a resident of the tay. 
ing state. It was intended to cover only the 
very fundamental case of the business which ? 
has no office or assets in the state, and which 
obtains its orders through traveling salesmen 
or independent representatives. The independ. 
ent representative may maintain an office ip 
the state, provided it is his own office and not 
that of his principal. 

It had been proposed originally, both in the 
House and in the Senate, that the law would 
be effective only for two years, during which 
period Congress would study the matter fur. . 
ther with a view to enacting permanent legis. 
lation. The direction to study the problem 
was retained in the law as finally enacted. 
However, the temporary feature was elimi- 
nated, so that the law as it now stands has no 
expiration date. } 

The law applies to taxable years ending af- 
ter September 14, 1959, but, in addition, for- 
bids the collection of a tax for an earlier year. 
unless it was actually assessed by the state be- 
fore September 14, 1959. Thus, the taxpayer 
who was lucky enough not to be discovered 
before September 14 gets a break. 


What Can the Businessman Expect? 


Understandably enough, the Congressional 
action received a somewhat sour reception 
from state tax administrators. The Collector 
of Revenue of the State of Louisiana has al- 
ready announced that, as soon as the proper 
case comes along, Louisiana will challenge the ’ 
constitutionality of the law. Pending such a 
challenge by the states, and assuming that 
the law will be upheld, what can the business- 
man expect today—what kind of a reception 
in the various states? 

Whether or not a particular state will im- 
pose its income tax on interstate commerce 
business depends not only on the limits laid 
down by Congress and the Supreme Court, but 
also on the specific provisions of the state law , 
as interpreted by the state courts. 

There are 36 states, plus the District of } 
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Columbia, which levy some type of corporate 
tax measured by income. Of these 36 laws, six 
are legally classified as franchise taxes, or 
privilege fees for the privilege of doing busi- 
ness in the state. 

The courts have consistently held that the 
legal character of a tax determines whether it 
can be imposed on interstate commerce busi- 
ness, and that a privilege tax, even though 
measured by net income, can be imposed on a 
corporation only if the corporation is “doing 
business” in the state. A corporation engaged 
only in interstate commerce activities within a 
state’s borders is not normally liable for the 
state privilege tax. Whether or not a corpora- 
tion is ‘doing business” within the state, so as 
to be required to qualify within that state 
and to pay a privilege fee, is a legal problem 
under the law of the particular state involved. 
However, as long as the business is limited to 
interstate commerce transactions, there will 
normally be no privilege tax liability. 


The Situation in Different States 


The six states which have this type of tax 
include one—probably the most important in 
business terms—that is, New York. The busi- 
nessman need not be afraid to cross the bor- 
ders of New York State. He can even go so 
far as to have a sales office in that state, as 
long as his activities in the state are confined 
solely to the furtherance of interstate com- 
merce business. The New York tax administra- 
tion has announced that it has no present in- 
tention of attempting to take tax advantage of 
the Supreme Court decisions, and that it will 
not change its present approach to the imposi- 
tion of its tax, which is a liberal one from the 
businessman’s standpoint. 

Of the group of 30 states which impose a 
direct net income tax of the type upheld by 
the Supreme Court, the most important are 
California and Pennsylvania. The California 
tax has been vigorously enforced for many 
years, and the Supreme Court decision only 
Serves to reinforce that state’s previous posi- 
tion. The business which has an inventory or 
employee salesmen in California can expect to 
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have that state knock on its door, if it has not 
already done so. The businessman who has 
an inventory in California can expect no pro- 
tection from the new federal law. It remains 
to be seen whether the law will protect him if 
his only activity in California is the solicita- 
tion of orders by resident employee salesmen. 

Pennsylvania does not attempt to impose 
tax liability on mere order solicitation, but 
requires the presence of salable inventory be- 
fore its net income tax will be imposed. 

Of the states immediately surrounding 
Michigan—that is, Ohio, Indiana, Illinois, and. 
Wisconsin—only Wisconsin has a state income 
tax, although several cities in the State of Ohio 
have their own income taxes. 


Questions about the New Law 


It should be borne in mind in analyzing 
activities in a particular state, that the new 
federal law draws a very thin dividing line in 
defining what minimum activities may not be 
taxed. Congress intended to draw the line 
where the Supreme Court left it by the factual 
formula in the Northwestern and Stockham 
cases, and any activities in excess of that bare 
minimum or any localized activities may still 
be dangerous. Both Northwestern and Stock- 
ham had sales offices in the state. Whether 
some other local activity, such as financing, 
directory listings, purchasing, advertising, 
warehousing, consigning goods, owning or 
leasing property, maintaining bank accounts, 
or holding meetings, drawing contracts, deli- 
vering or picking up goods, will invoke a tax 
assessment remains to be seen. 

It can be expected that the constitutionality 
of the new law will be tested and, if the law is 
upheld, the states will continue to battle for 
collection of their taxes on any activities in 
excess of bare sales solicitation. In other 
words, order taking alone is safe, but order 
taking plus is anyone’s guess. The states will 
not give up easily, and the businessman must 
take great care in planning all of the details 
of his activities outside of his home state if 
he is to keep his tax and compliance bill at a 
minimum. 
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e The facts, the explanations, and the implications 


for public and private action 


From Dollar Shortage 


to Dollar Glut 


HE appearance of a large deficit in the 

United States balance of payments in 1958 
and its continuation in 1959 reflected a drama- 
tic reversal of the severe dollar shortage that 
endured for many years after the last war. 
While this change should put an end to the 
exaggerated fears of a continuing and irre- 
mediable shortage of dollars, it is to be hoped 
that it will not give rise to a similar but oppo- 
site overconcern for a chronic dollar glut. The 
changed facts constitute a warning signal; 
though they do not justify complacency, nei- 
ther do they warrant panic. 


The Situation from 
1946 to 1957 


From 1946 until 1950, the United States en- 
joyed a large but diminishing surplus in its 
international accounts. Exports of goods and 
services exceeded similar imports by a figure 
that ranged from a maximum of $11.5 billion 
in 1947 to $2.2 billion in 1950, due mainly to 
the enormous needs of the European countries 
and their reduced ability to export. The rest of 
the world at first paid for this excess of U.S. 
exports in large part by drawing down its re- 
serves of gold and foreign exchange, but after 
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1948, we made loans or grants sufficient to 
cover most of the excess. 

After 1950, our current account surplus con- 
tinued to range between $2 billion and $6 ’ 
billion, yet our over-all surplus changed to a_ 
small annual deficit—with the exception of 
1957, the year of the Suez crisis. This was be. | 
cause annual military expenditures by the ; 
United States of about $3 billion, economic aid 
of some $2 billion, and private foreign invest- 
ment running from $1 to $3 billion overbal- 
anced the excess of our exports over our im- 
ports. Yet because these military outlays and ’ 
economic aid were regarded as temporary | 
postwar phenomena, both at home and abroad, | 
they were not allowed to influence attitudes 
toward the U.S. balance of payments position. > 
Attention was still focused on our export sur- 
plus, which many considered as a continuing 
threat to European stability. 


Recent Changes 


All this changed in 1958. Exports fell dur- > 
ing the last half of 1957 from the high level 
reached early in that year, and continued to 
drop throughout 1958. At the same time, U.S. 
imports rose. Our huge 1957 favorable balance 
for goods and services of $9 billion shrank to 
$5.7 billion, which was over a billion dollars ’ 
less than in 1956. Meanwhile our military ex- 
penditures abroad rose, while grants and 
loans—both public and private—continued at © 
about the same level, for a grand total of $9.5 , 
billion. After allowing for errors and omis- 
sions, this left us with net excess foreign pay- } 
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ments of $3.4 billion, as compared with a sur- 
' plus of almost a half billion dollars in 1957 
_ and a modest deficit of $1 billion in 1956. 

These trends continued through 1959. Al- 
’ though exports declined very little more, im- 
ports continued their upward movement. With 
military, financial, and aid payments remain- 
ing fairly constant, we faced an international 
deficit last year of some $4 billion. 

Although our trade balance remains favor- 
able, though shrunken, it is no longer regarded 
as the threat to Europe it once was. This is be- 
cause it is now recognized that for the foresee- 
able future, we are going to maintain troops 
abroad, to furnish economic aid to underde- 
veloped nations, and to engage in foreign in- 
vestment. A concern for reducing a burden- 
some excess of exports has now changed to a 
concern for maintaining a sufficiently large 
one. 


The Explanations 


The explanation of the trend since World 
War II in our balance of payments position— 
from net large surpluses to small deficits to 
sizable deficits—is to be found in two circum- 
stances. One is the success of the Marshall 
Plan. The crucial assistance which it provided 
enabled Western Europe’s economies to be- 


on. > come viable and then, with the reconstruction 


achieved and the impetus gained, to move on 
to a position of greater productivity and effi- 
ciency. In international trade, this has meant 
new goods, goods of better quality, improved 
methods of selling, and prompter delivery. 
We have not been “priced out of the mar- 
ket” in any general sense, for although wages 
are higher in the United States than in other 
countries, they have been higher for a long 
time, and there is no convincing evidence that 
wages have not risen abroad as fast as they 


ars’ have here. And since 1950, inflationary forces 


have pushed up the general level of prices as 
rapidly or more rapidly among our chief com- 
petitors as they have in the United States. But 
in many important industries we have had to 
meet keener competition from new plant, im- 
proved technology, and better sales methods. 
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Intensified European competition has meant 
diminishing exports and rising imports, and 
thus a reduced current account surplus. Some 
shift in consumer tastes—most dramatically 
shown in rising sales of small foreign cars— 
also appears to have contributed to the growth 
of imports. The other circumstance that ex- 
plains the sharp rise in our payments deficit is 
the continuance of military expenditures over- 
seas and of foreign aid, now to underdeveloped 
countries. 

In part, but only in part, our recent balance- 
of-payments difficulties can be traced to tem- 
porary forces. The United States recovered 
more rapidly from the 1957-58 recession, and 
this stimulated the rise in our imports. Antici- 
pation of the steel strike led to increased im- 
ports; its outbreak continued this trend and 
also diminished our exports. And short-run 
factors in the markets for cotton, coal, and 
airplanes caused exports of these products to 
fall off. 


Consequences of These Changes 


When the United States runs a deficit in its 
international payments, this first shows itself 
in the form of increased payments into U.S. 
bank accounts to the credit of foreign commer- 
cial banks, corporations, and individuals. If 
these augmented holdings of dollars rise above 
the level needed for working balances, the ex- 
cess can be invested in short-term securities or 
sold to foreign central banks. The latter can 
convert these dollar balances into gold. Most 
of the pre-1957 increase in foreign-owned 
dollar deposits continued to be held in that 
form; but two-thirds of the increase in 1958 
was used to acquire gold. In 1959, only about 
a quarter of the rise in dollar holdings went 
into gold; most of the remainder, attracted 
by the high interest rates in the United States, 
was invested in short-term securities. 

The immediate result of this gain in dollar 
holdings has been a great improvement in the 
reserve position of the rest of the free world, 
which has increased its gold reserves from $11 
to $18 billion since 1950, and its combined 
gold and dollar holdings from $18 to $40 bil- 
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lion. An important consequence of this change 
was the restoration of external convertibility 
to many currencies, as well as a gradual and 
continuing relaxation of restrictions on im- 
ports. These effects of our deficits since 1950 
are all to the good—-they have restored a bet- 
ter economic balance in the free world, and 
have meant a freer functioning of world trade 
and payments. 

Less attractive, however, is the change in 
our own international position. Our gold re- 
serves have fallen from a peak of over $24 
billion in 1948 to $19.5 billion in 1959. Our 
short-term liabilities to foreigners rose from 
$7 billion in 1950 to $15 billion at the end 
of 1957 and to approximately $17.5 billion 
today. Since we must have $12 billion of gold 
as a minimum currency reserve, the situation 
contains elements of danger. A_ substantial 
conversion of the $17.5 billion of foreign 
balances into gold could threaten our reserve 
position. (Some $8.5 billion are already in the 
hands of foreign central banks.) 

The seriousness of this threat, however, is 
somewhat moderated by our ownership of 
some $4 billion of short-term claims on 
foreigners, and by their need to maintain as 
working balances a substantial proportion, 
perhaps $6 to $7 billion, of their dollar hold- 
ings. And the maintenance of a firm credit 
policy enhances the attraction of the New 
York money market as a profitable outlet for 
foreign funds. 

Our international liquidity has thus been 
impaired. Yet our position as a world creditor 
is still pre-eminent—our long-term foreign 
assets exceed liabilities by approximately $40 
billion. And our productive plant is in excel- 
lent condition and is steadily improving. Fur- 
thermore, as the short-term factors referred to 
earlier cease to operate, our international defi- 
cit may be expected to diminish, perhaps set- 
tling down at close to or somewhat above $1 
billion annually. This should be no cause for 
alarm or for hasty action. But neither does it 
provide a basis for complacency and relaxa- 
tion. We cannot tolerate an indefinite continu- 
ance of deficits even of this size, but we do 
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have time to adopt considered and sensible 
measures. 


Implications for Policy 


What makes good sense in this situation? 

Since the deficit is the result of our foreign 
payments exceeding our receipts from abroad, 
we could easily eliminate it by paring ou 
foreign payments at some point. Either oy 
foreign military outlays could be reduced, or 
we could cut down on economic aid to under. 
developed countries. Or we could restrict pay. 
ments for imports by introducing some addi- 
tional measure of protection. 

Recourse to any of these solutions has the 
great attraction of appearing to put the bur- 
den on the foreigner—it seems to cost us noth- 
ing. But it would be like allowing the size and 
excellence of our armed forces to be deter. 
mined by the state of our national budget. Our 
military outlays abroad, as well as those at 
home, should be determined by the needs of 
defense. Economic aid is closely related to de- 
fense, and is a major aspect of our foreign 
policy, which must be determined on its own 
merits. We are rich enough to afford whatever 
military or foreign policy expenditures we de- 
cide are essential. This is not, of course, to be 
construed as justifying waste. 

As for resorting to protection in one form 
or another (as in the recent ‘Buy American” 
requirements applying to the Development 
Loan Fund), our policies in this field have | 
been and should be formulated in terms of 
what is in our general national interest. For 
some years now we have been embarked upon 
a policy of liberalizing our tariff and of en- 
couraging freer trade throughout the free 
world: It would be both a sign of weakness 
and a confession of failure were we to permit 
balance-of-payments difficulties, except of a 
most serious magnitude, to turn us from this 
path. Moreover, protectionist measures are 
unavoidably inflationary, for they reduce the 
supply of goods and shelter inefficient produc- 
ers from competition. This is true even of the 
“Buy American” provision just alluded to, 
which is an indirect subsidy to some Ameti- 
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can producers, for it frees them from the need 
to price their goods competitively. 
Implications of weakness or failure do not 
apply to our Government's recent request that 
other countries abolish, as rapidly as possible, 
the remaining discriminatory restrictions on 
imports from the United States. For this is 
consistent with our basic policy of liberalizing 
the conditions of world trade. Nor do similar 
strictures apply to our suggestion that the na- 
tions of Western Europe contribute somewhat 
more abundantly to the support of economic 
development. Their current prosperity is in 
some part due to our earlier aid. It would be 
both equitable and desirable—in the interest 
of a broader-based attack on the problem— 
were they to share this burden more fully. 


Improving our Competitive 
Position 

The element that has been responsible for 
the sharp change in our balance-of-payments 
situation is a worsening of our competitive po- 
sition. Producers abroad have, through mod- 
ernization and better management, reduced 
the cost of and improved the quality of some 
products, introduced new ones, and improved 
export services. Surely the appropriate re- 
sponse is restore balance by intensifying our 
own competitive efforts. 

This will, of course, take time. For the im- 
mediate future, the most we can do is keep 
matters from getting worse. Since a general 
rise of prices would impair oui competitive po- 
sition still further, the current policy of mone- 
tary restraint will have to be continued. Wage 
bargains that require an advance in prices 
must also be avoided. 

The next year or two should provide suffi- 
cient time to call forth an active response to 
the more effective foreign competition. Per- 
haps the new “compact” cars are an augury. 
The results of research and development, in- 
telligently applied, can uncover new products 
and improve old ones. Greater attention to de- 
tail, and in particular to the desires and needs 
of foreign customers, could be most helpful. 
And in quasi-monopolistic industries whose 
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profit record justifies the step, prices could be 
reduced. 

Over the longer run, we should concentrate 
our efforts on raising the level of performance 
of the individual American citizen. Many feel, 
with considerable reason, that there has been 
a slow erosion of working standards and of in- 
dividual capacity to perform—due partly to 
the continuance over some eighteen years of 
nearly full employment, and partly to the 
gradual deterioration of our educational sys- 
tem. Reform of the latter in the direction of 
restoring a lost emphasis on knowledge and 
discipline could contribute, slowly but im- 
portantly, to improving our competitive status, 
not only in the current commercial rivalry, but 
also in the more basic rivalry for world lead- 
ership. 

Such considerations, however, have little 
bearing on the immediate problem. If, within 
the next two or three years, the disappearance 
of unfavorable short-run factors and the elimi- 
nation of discriminatory restrictions on U.S. 
exports, together with an active response to 
the competitive challenge, do not restore bal- 
ance in our international payments, we would 
be forced to consider devaluing the dollar. 
This is a drastic though potentially very effec- 
tive remedy. Before it is adopted, however, 
it is essential that there be convincing proof 
that the dollar is substantially overvalued. Of 
this, there is little if any evidence at present. 


A Special Problem: 
The Wage-Cost Push 


In the past few years, stress has been laid 
on the ‘“‘wage-cost push” as a factor responsi- 
ble for pricing American firms out of their 
foreign and even some of their domestic mar- 
kets. As noted above, the evidence does not 
support this view as a general explanation of 
our difficulties. It may, however, serve to ex- 
plain a worsening of the competitive position 
of certain specific industries, such as those 
producing steel, automobiles, and heavy elec- 
trical equipment. 

For the wage-cost push to operate, two re- 
quirements must be met. Strong unions must 
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exist, capable of enforcing wage increases 
equal to or greater than the increase in pro- 
ductivity per worker. And the firms in the 
industry must be sufficiently large and power- 
ful so that they can pass on the higher labor 
costs to the public. Something more may be 
added to the price, or, if labor can extract 
only part of the increase in productivity, the 
remainder may go to augment profits. The re- 
sult is prices that fail to decline, or that even 
rise, in the face of rising productivity. At bot- 
tom, what is responsible for this outcome is 
the unwillingness of labor and management 
to share the fruits of technological advance 
with the public. 

Even in a purely domestic context, this kind 
of pricing policy is neither equitable nor in the 
national interest. It is not equitable because 
neither labor nor management, nor the two 
together, are solely responsible for the con- 
tinuing gains in productivity. Part of these 
gains must be attributed directly to univer- 
sities, research institutes, and government lab- 
oratories; and indirectly, these gains are made 
possible by the literacy and skills communi- 
cated by our educational system, by the gov- 
ernment agencies that frame and administer 
the laws that make our complex society work- 
able; and ultimately, by the public that sup- 
ports the school system and the government, 
and that provides the market for the products 
of industry. Thus, equity demands that the 
gains in productivity be widely shared, 
through a lowering of costs and prices, and not 
appropriated for the exclusive benefit of labor, 
management, and corporate stockholders. 

The policy in question is not in the national 
interest because its impact is inflationary. It 
is directly so if the affected prices are raised. 
Even if the wage-cost push merely succeeds in 
keeping the affected prices stable, its total ef- 
fect is still inflationary, for the total money 
wage bill then rises in proportion to the in- 
crease in productivity in progressive indus- 
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tries featured by the concentration of eo. 
nomic power in the hands of labor and map. , 
agement. Steadily rising wage payments mean 
similarly rising demand, which pushes up the 

prices of goods and services generally. j 

In an international context, the existence of 
a wage-cost push is even more clearly against 
the national interest. For to the extent that, 
in the face of technological progress, prices 
here are maintained or raised, while abroad 
they are lowered, the result can be a growing 
deficit in our international accounts. There js 
the additional danger that American firms, in 
an effort to hold their markets abroad in the | 
face of high and rising wages at home, will 
export their capital and their techniques and 
combine them with cheaper and more docile ' 
foreign labor. (Such a migration of American 
industry, especially toward the European 
Common Market, has in fact been going on at ' 
an accelerating rate in recent years. In part, 
of course, its aim is to surmount the tariff of 
the Common Market.) From this lower-cost | 
foreign base, these firms can then export in 
competition with their parent American or- 
ganizations into third markets and even into 
the American market. (This trend, too, is al- , 
ready making itself felt.) 

Should such competition from _foreign- 
domiciled American firms become serious, the , 
logical result would be strong and _ probably 
successful pressure for protection, from both 
labor and management. The general public, , 
in its role as consumer, would then be com- 
pletely helpless; inflationary forces would be 
compounded; and the national interest in; 
expanding world trade would be sabotaged. 
Such an outcome would be intolerable. Since 
we must probably accept the concentration of ) 
economic power that threatens to bring it 
about, it is essential that we devise means of 
bringing that power under control, so that its | 
existence may be reconciled with the dictates 
of national interest. 


Michigan Business Roar 
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e What kind of men does business really want? 


Maverickism - - 


a New Business Value? 


ELL-INTENTIONED junior and mid- 

dle managers may be puzzled these days 
if they are listening to their top manage- 
ments quite carefully. On one hand, chief 
executives, chairmen of boards, company 
presidents, and vice-presidents are denouncing 
“conformity,” reviling the “organization man” 
in business, and calling for more mavericks on 
the payroll in staff and professional positions. 
On the other hand, their subordinate execu- 
tives are permitted to hire well-adjusted men, 
to produce organization men, and to promul- 
gate policies which encourage conformity. 

For some twenty or more years the question 
“What kind of talent do we want?” has been 
answered in most large companies in favor of 
the organization man. Supervisory practice, 
personnel policy, and executive development 
programs have stressed the need for the well- 
rounded man, the team player, the fellow who 
could keep his head down. 

In the light of the newly discovered top 
management need for the individualist, the 
non-conformist, the maverick in business, does 
this mean that management development pro- 
grams pertaining to high talent manpower are 
in for a drastic revision in our largest and most 
important companies? 

Presuming that these utterances from chief 
executives are premeditated statements which 
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could preface some drastic changes in em- 
phasis in personnel management, it might be 
appropriate to look more closely at two 
things. First, we might look more closely at 
how this new top management viewpoint came 
into being, and what they are saying about 
conformity in business. Secondly, we might 
look at some of the existing widespread per- 
sonnel programs which seem to be inconsistent 
with the new management viewpoint. 

Out of this comparison we may induce some 
guides for the future in recruiting, selection, 
testing, job assignment, and training of tal- 
ented employees. 


The Attack upon Conformity 
in Business 


‘How can we maintain the identity of the 
individual in a world which increasingly must 
turn to the group or the organization for prog- 
ress?” 

This question is asked by Crawford Greene- 
walt, President of DuPont, in his recent book, 
The Uncommon Man. As chief executive of 
one of America’s leading firms, Mr. Greene- 
walt’s concern is important by itself. As part 
of a larger body of dissent over the focus of 
administrative policy and practice it has furth- 
er implications. This larger body of dissent is 
not limited to presidents, nor was it begun 
with them. 

This distaste for conformity isn’t exactly 
modern in society generally. To go back no 
further than is necessary, we can note that 
Emerson declared that “to call oneself a man 


; 
mean 
p the 

Zainst 
prices 
ere is 
ns, in 
the 
will 
and 
locile 
rican 
pean 
on at 
part, 
iff of 
-cost 
rt in 
into 
s al- , 
the , 
ably | 
both | 
blic, 
om- 
1 be 
in} 
ged. 
ince | 
n of 
y it 
s of 
its | 
ates 

} 

| 15 


one must be a non-conformist.” Thoreau, who 
recently had a resurgence because of attention 
to excessive conformity, likewise advocated 
non-conformity as the path to greatness for 
America. 

Probably the most significant book of the 
past decade on the subject is one written by 
David Riesman and his associates in 1950, en- 
titled The Lonely Crowd. This exposition, 
which is more widely quoted than read in full, 
is a study of the American Character in our 
times. Its thesis is a simple one. Riesman 
states that we have passed through the age 
when tradition—or the dead hand of the past 
—has governed our actions. He states further 
that we in America have also passed through 
the age when we were guided by our con- 
sciences and inner convictions as individuals. 
We are now, he declares, ‘“‘other-directed” in 
our values. By this he means that we no longer 
look inside ourselves for guidance from our 
consciences or personal intellects. Rather, we 
are other-directed because we look to others— 
to the group—for the values which guide our 
actions. Our basic philosophy of individualism, 
which Riesman described as that of the “in- 
ner-directed middle class Protestant,” gave 
way to the need for something more important, 
the affection of a contemporary jury of one’s 
peers. Needless to say, Riesman did not see 
this as a particularly heartening trend. More 
important, Riesman focused the attentions of 
critics and intellectuals upon the problem of 
conformity, and he was followed by a great 
wave of books denouncing this demand of 
great organizations upon their members. 

Perhaps the most popular of these was a 
book called The Organization Man by William 
H. Whyte, of Fortune magazine. Whyte de- 
nounced the decline of the Protestant ethic 
explained by Riesman, and deplored the 
growth of a social ethic in its place. If you 
are one of the millions who have read this 
book, you know the harsh things Mr. Whyte 
has said about the tools of the personnel 
trade, the human relations training which 
causes people to be well-adjusted, and the pit- 
falls and malevolent features of psychological 


16 


testing of personality. The enemy here—jp 
Whyte’s version—is not an evil person or , 
tyrant; it is the organization itself. | 

In addition to these two works, so many 
other writings have appeared that it is almost } 
impossible to keep up with them. Chris 
Argyris of Yale, in his most recent book, 
Personality and Organization, suggests that 
organization as it is formally constituted jn 
most companies creates dependent and passive 
people. Vance Packard in his book, The Hid- 
den Persuaders, implies that the motivation — 
researchers are using science to manipulate us, | 
both as employees and as consumers of the » 
goods that corporations produce. 

To discuss the image of the executive and 
of the company which has emerged in the fic- 
tion about business in recent years would be 
the subject of another full article. Tom Rath | 
in The Man in the Gray Flannel Suit, or 
Willis Wayde from the John Marquand novel 
Sincerely Willis Wayde are fictional documen- 
tations of what the social psychologist has 
spelled out in more pedantic form. 


~ 


How to Create an 
Organization Man 


Perhaps a pertinent question which can be 
asked in the light of these criticisms is “How | 
did we get into this situation?’ One answer 
might be to reconstruct step-by-step the proc- 
ess by which an organization man is created. 
These steps are planned by the present or- . 
ganization, and includes managers and staff _ 
people at every level and functional position — 
in their execution. 

Here’s the process: 

Step One. Select a group of subjects, care- 
fully screened through depth interviews and 
personality tests, to weed out any individualis- 
tic, wild-eyed mavericks who might upset the 
boat. During their training, put them on a } 
“cultural island” with a lot of others who 
think everyone else there is important, and 
who can put them into coventry if they start 
thinking for themselves as individuals. 

Step Two. Make it clear from the beginning 
of their training that one of the rules is that ) 
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it is extremely important that everyone must 
deeply desire to be an accepted member of the 
group. No lone wolf action is permitted. Any 
radicalism will result in expulsion from the 
group. 

Step Three. Make it plain that problems 
aren't to be solved in solitude, but through 
group action and group thinking. The power 
of suggestion, brainstorming, and consulta- 
tive and participative action will prevail. Our 
cadets are to be told that any question can be 


answered by the pooled intelligence of the 


group. 

Step Four. Build up a climate where every- 
one is permissive. This means you set up a 
sort of psychological nudist colony in which 
people with remaining traces of individuality 
confess their sins before the others and ask 
their frank and brutal criticism without defen- 
siveness. Defensiveness is said to be bad. It’s 
part of the training of a good organization man 
that he be willing to take a real pasting from 
everyone in his group without flinching. It’s 
a verbal form of the ‘slam book” which we 
used to circulate in high school in which our 
youthful associates could write the nastiest 


. thinks about us they thought. This is said to 


develop character, and tolerance to group 
tyranny. 

Step Five. Get everyone in line with group 
standards. Don’t let anyone hang onto any 
archaic standards such as his father’s or those 


- . his conscience, intellect, or education tell him 


are right. The real trick is for him to learn 


what ideas the group thinks is right, then con- 
form to those while he learns to supress his 
own. If he happens to feel that the group is 
badly in need of a boot in the rear and some 


» close-order-drill from a tough top-kick, he’d 


better purge himself of those anti-organiza- 
tion-man thoughts pronto; otherwise, the 
group will put him in the deep freeze. 

Step Six. Adequate lessons in the science of 


| group behavior are very important. Every or- 


ganization man must become a deep scholar 
of group methods. Through such study he 
becomes more deeply ingrained in the method 
and, thus, applies it better. This includes not 
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only conference leadership training, but “‘con- 
ferencemanship” and ‘“committeemanship” as 
well. This entails both formal training and 
plenty of practice through attending confer- 
ences and committee meetings. 

Follow these six tested steps—personnel 
recruiting, selection, placement, and training 
—and you have an organization man ready 
for installation in your plant or office. He will 
fit into any slot, will serve on all your com- 
mittees with vast tolerance and enjoyment, 
and will never be pig-headed, intractable, ob- 
stinate; nor will he be original, imaginative, 
creative, or critical. 

In all of this happy system, however, there 
still remains one discordant note. Top manag- 
ers apparently don’t want such men. Melvin 
H. Baker, chairman of National Gypsum, 
terms conformism as “our greatest peril.” The 
clarion call for individualism has been made 
by numerous other company presidents. Mr. 
Horace Basset, President of Calumet and 
Hecla, in a recent issue of Personnel Journal, 
calls for a turning back on the soft human 
relations approach of the past twenty years. 
Paul Getty, oil executive, in a recent issue of 
Look magazine, has some harsh things to say 
about these “human relations” practices. Louis 
Wolfson, trader in companies and chairman 
of Merritt Chapman and Scott, indicated re- 
cently that conformity is the most serious 
problem ahead for the management of per- 
sonnel. Ralph Cordiner, Chairman of General 
Electric, has added his voice to this chorus 
as well as Roger Blough of United States 
Steel. 


What Does This Contradiction 
in Goals Mean? 


A careful scrutiny of the opinions of top 
management as indicated by their statements 
in speeches, and of the practice in their com- 
panies indicates some inconsistencies. To me 
this means that one of two things are true: 

1. The statements of top management 
aren't premeditated statements. They are 
prepared either by them or for them because 
the subject matter and opinions seem innocu- 
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ous enough. They really don’t mean that their 
subordinate executives should change what 
they are doing, or... 

2. There must be some radical changes in 
management practice during the next ten 
years which will modify present recruiting, 
selection, training, and supervisory procedures 
in a most fundamental manner. The new goal 
must be to find and create able dissenters for 
their companies and establish procedures to 
move these mavericks into positions of in- 
fluence in the organization. 

There is some evidence that top executives 
making speeches or writing articles aren’t 
necessarily issuing directives for the guidance 
of their own subordinates. The most common 
example is the statement by top executives 
urging companies to hire more liberal arts 
college graduates and eschew the specialist. 
Yet, there has been little change in industry’s 
demand for engineers, accountants, statisti- 
cians, scientists, chemists, and other specially 
trained people by the representatives of the 
same companies when they appear at the col- 
leges to recruit seniors. 

There is equal evidence that often when 
the chairman of the board bemoans conformity 
and the organization man in a speech or arti- 
cle, the practices which create them are being 
vigorously carried out under his very nose in 
his own firm. Occasionally he originates such 
procedures himself by his behavior. Lip serv- 
ice to respectable but unpracticed ideas is 
fairly common in the executive speech. 

The current attempt by Whyte, Baker, 
Bassett and others to point out the dangers 
of conformity is probably more firmly rooted, 
however. There are good reasons of corporate 
interest for the owner or chairman of a com- 
pany to add his voice to the cause of individu- 
ality in business. Many of the theorists who 
have provided the intellectual grist for the 
executive speeches, and many thoughtful exec- 
utives themselves are part of a new articulate 
conservatism which has sprung up in this 
country in recent years. The objective of this 
movement is a return to traditional values. 
It’s not surprising that they now want their 


subordinate executives to conform to a redis. 
covered goal of individualism. \ 


What Changes are Needed? 


The company which is manned by alert ; 
managers has undoubtedly already begun 
switching its signals among the offices occupied . 
by the lesser ranks. Twenty years of hiring 
and training for conformity hasn’t made these . 
people dull to messages emitting from the 
offices where the brass is situated. The antep. 
nae of their “radar sets” have already begun to 
point up that the Old Man is calling for ip. 
dividualism, for non-conformity, and maver. 
ickism. The lesser lights may be counted 
upon to respond to this faint but clear mes. 
sage. The real problem is this: what is the ! 
acceptable mode of behavior for the New 
Maverick? You may rest assured that it will 
not extend to punching the Old Man in the ' 
nose or stealing his cigars, but will nestle it-, 
self closely to the image of maverick behavior 
that can be induced from what he says and’ 
what he approves. 

Certainly there will be more “tough talk- 
ing” about the need for backbone and up-to- 
date versions of Elbert Hubbard’s homilies . 
out of the past. More often, there will be a_ 
shrewd attention to the arts of disagreeing and 
speaking up freely when in the presence of ; 
the seniors without actually saying anything 
intemperate or brutally frank. 

Once these superficial arts of adapting out- 
ward behavior to the new line of maverickism 
have been firmly installed, there still remains 
the basic problems of what the thinking junior ; 
or middle manager should do in erder to over- 
come the debilitating effects of too much con- 
formity among high-talent people. It would | 
seem that there are several basic problems 
which still need some deep thought and adroit 
planning. 

1. There is the necessity of taking a hard 
look at personnel management practices to be 
certain that we are hiring the right kinds of 
people. In this case, the right kind means per- . 
sons who have a capacity for independent and 
critical thinking, rather than adaptability. 
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2. It means that executive development 


, programs must salt their training programs 


with some firm words against the more senti- 
mental and sloppy forms of leadership behav- 
ior. 

3. More time and money must be spent in 
studying the research findings of social scien- 
tists and putting them into application in the 
firm. More than that, there’s a real argument 
for greatly expanding that research into 
human behavior in the work place in order 
that more meaningful material be developed 
on the relationship between the man and the 
organization. 

4. The special problems of scientific and 
engineering creativity and productivity must 
have special treatment in the management of 
a firm’s manpower. It’s fruitless to revile these 
people for their rigidity and individuality 
when these very qualities are often inextric- 
ably tied to their ability to innovate and 
produce. 

5. Most of the lasting effects of the New 
Maverickism will be through an infusion of 
individualism into business from the recruits. 
In some instances, it will accelerate the rise 
of individualism and maverickism in old 
hands who have carefully concealed their 
tendencies in this direction under the regime 
of sentimental togetherness. The major im- 
mediate effect, however, among the experi- 
enced bulk of managers and staff will be a new 
conformity—to a behavior which looks like 
maverickism. There are gtvunds for skepti- 
cism that new values will be forthcoming over- 
night, however high the rank of the voice that 
calls for it. 

6. The big change to maverickism prob- 
ably won’t happen at all unless the new proph- 
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ets of individualism begin to behave in a way 
that makes it crystal clear that no other form 
of behavior is acceptable for the highly trained 
professional or managerial employee. 

To some, the problem seems to be one of 
numerical balance. Certainly the pressing need 
in large organizations isn’t for a complete 
staff of mavericks. Chaos could be the only out- 
come. The question becomes one of determin- 
ing how many mavericks a company needs, 
and where they need them. This is probably a 
function of the amount of innovation which 
the company wants and needs. Since this 
“balance of innovation” can change drastical- 
ly, it might leave the mavericks as martyrs 
to a past requirement of the firm. 

Even maverickism has its limits, however, 
and the manager who indiscriminately pro- 
poses heterodox behavior for too many people 
may discover he’s done more than a disservice 
to his organization. Perhaps he’s led a num- 
ber of talented people down a primrose path 
which is trod only by expendables. Beards 
can be shaved off and bermuda shorts can 
be left for use around the home barbecue by 
the maverick when he senses a change in the 
way the organization wind is blowing. It’s 
more difficult to change attitudes on such 
short order, however. 

Twenty years of teaching the evils of pig- 
headedness, autocratic behavior, intractabili- 
ty, and selfishness haven’t ended the existence 
of these qualities in employees of the organiza- 
tion. Until the people who speak in favor of 
the new individualism begin to pass the new 
word to their recruiters and lower level man- 
agers, there will be no more than a ripple of 
action to implement the new philosophy. 
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e Improvement is not the automatic result of 


some natural law of the economic cosmos 


The Mainsprings of 
Economic Progress 


HEN Mr. Savage extended an invitation 

to participate in this program today, he 
gave me free rein to select any subject. I have 
made full use of that freedom, having selected 
a subject that may strike you as_ being 
thoroughly academic or long-hair. I have, 
however, no apologies for proposing to ex- 
plore here today the mainsprings of our eco- 
nomic progress. As members of the business 
community we have a very practical interest 
in where the economy seems to be going, not 
only during the next few months but in the 
several years ahead. And an essential condi- 
tion for appraising our longer-range prospects 
is some understanding of the forces that are 
propelling us along the path. 


Economic Progress in the 
United States 


The American economy in 1960 will pass 
another impressive milestone as the output 
of goods and services reaches an annual rate 
of $500 billion per year. It is not probable that 
this will produce any dancing in the streets or 
ringing bells. But it will be an important event. 
It will highlight the fact that for at least the 
last century, and probably for somewhat long- 
er, we have been doubling the material levels 


About the author— 


Dr. McCracken, who was in Washington for over 
two years, as a Member of the President’s Council of 
Economic Advisers, has returned to his activities in 
this School, where he is Professor of Business Condi- 
tions. This statement is an address presented by him 
to the American Petroleum Institute, in Chicago, 
Illinois, on November 9, 1959. 
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of living for the average American roughly 


every 40 years. If present price tags had pre- 
vailed at the turn of the century, our gross na- 


tional product at that time would have been 
about $75 billion. Thus we have brought our 
real output of goods and services up from $75 
billion to $500 billion in six decades—a seven- 
fold increase averaging 3.3 per cent per year. 
Since population during that period will have 
increased about 1.4 per cent annually, our 
per capita consumption and production of 
goods and services have doubled every 40 
years. 

What explains this long-sustained record 
of economic advance? The average American, 
not much given to reflection, would probably 
be surprised only that the question would be 
asked. Economic progress, we seem to assume, 
must be something like death and taxes—it 
just automatically comes with the passing of 
the years. And it seemingly has been happen- 


ing about this way throughout most of our his- 


~~ 


tory. Indeed the automaticity of the improve- , 


ment factor has achieved the distinction of 


being enshrined (unfortunately, I think) in 
labor contracts covering somewhat over four , 


million workers. 


But a moment’s reflection is enough to indi- — 


cate that economic progress is by no means the 


automatic result of some natural law of the — 
economic cosmos. It has, in fact, happened to— 
only a relatively small proportion of the | 


world’s population. Great masses of the 
world’s people do not, in all probability, have 
a material level of living significantly better 
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than did their ancestors a generation or a cen- 
tury or a thousand years ago. 


Natural Resources and Capital 


Why, then, does economic progress take 
place? This is a question that pretty clearly 
deserves some thought. Obviously we want 
this advancement in our material welfare to 
extend into the future. And we shall be in a 
better position to assure its continuation, and 
perhaps even its acceleration, if we understand 
the mainsprings of America’s quite. remark- 
ably persistent rate of economic growth and 
expansion. 

We have been blessed, of course, with a 
relative abundance of natural resources. The 
immigrants from other countries who came to 
the New World’s empty lands found them- 
selves confronted with a well-endowed and 
very sparsely inhabited continent. Now none 
but the most sternly unreconstructed Puritan 
is going to insist that this abundance of natur- 
al resources was their misfortune. But clearly 
there must be more to the story than this. For 
one thing, America was sparsely inhabited but 
not uninhabited, and with a few exceptions, 
these original Americans had not found the 
secret of rapidly improving economic welfare, 
and there is little to indicate that they were 
about to discover it. Moreover, as we look 
around the world we cannot fail to be im- 
pressed by the very high levels of living 
achieved in countries that are relatively de- 
void of indigenous natural resources. England, 
Switzerland, and Japan come to mind at once. 

We know also that saving and the capital 
formation that this makes possible have some- 
thing to do with our expanding economy. One 
man equipped with an earthmover can literal- 
ly change the contour of a mountain. Equip- 
ped with tractors, combines, and other ma- 
chines the eight per cent of our work force 
still on farms can swamp us with an embarrass- 
ing abundance of food for the entire popula- 
tion. In the petroleum industry the amount 
of investment per worker is spectacularly 
high, with the result that there can be abun- 


dant supplies at reasonable prices even though 
less than one per cent of the labor force is em- 
ployed in the industry. 

But even a rapid rate of capital formation 
does not fully explain the mystery of an ex- 
panding economy. Indeed, Dr. Solomon 
Fabricant, of the National Bureau of Eco- 
nomic Research, has pointed out that the in- 
creases in the labor force and in the amount 
of capital equipment at the disposal of the 
work force do not together explain more than 
about half of the increase in output over the 
years. 


Competition and Innovation 


What explains the other half? While we 
cannot fully explain the mystery of the other 
half, we know a part of the answer. 

It seems clear that a major part of the ex- 
planation is to be found in the basic nature 
of a free economic system, and that we in 
this country have done well to place basic 
reliance on a free and competitive economy to 
lift our levels of living. Strong competitive 
pressures, of course, assure that the inevita- 
bly limited volume of productive resources are 
constantly being shifted to those businesses 
that can use them most effectively. This is, of 
course, painful for those who come out at the 
short end of the struggle, but sheltering ineffi- 
cient users of resources from the pressure of 
competition is a decision to weaken the forces 
making for economic progress. 

The single most basic characteristic of our 
free economy that has made for vigorous ex- 
pansion over the years and decades is one not 
fully understood even by many whose devo- 
tion to a free economy is beyond question. It 
is this. Ours is a system that puts a premium 
both on the development of new things and on 
their prompt diffusion throughout the econ- 
omy. The man who most clearly perceived this 
basic characteristic of our economy was, of 
course, the magnificently brilliant Joseph A. 
Schumpeter. For Schumpeter, the secret of 
the evolving process of economic development 
is innovation. This is not to be confused with 
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the “basic research” or even invention. Inno- 
vation is any successful way of doing-things- 
differently—the marketing of new products— 
better ways of producing old products—new 
markets. Our economy holds out the lure of 
rich prizes for being the successful ‘early 
bird.” We can all think of numerous illustra- 
tions—the Ford fortune, John D. Rockefeller, 
or the fellows who developed and successfully 
marketed the home permanent. Clearly the 
rewards for being among the first to come up 
with a good, new idea provide great induce- 
ments to innovate. But this is not the end of 
the story. Competitive pressures now force 
other businesses, if they are not to become 
casualties of competition from this new direc- 
tion, to upgrade their own products or services 
or to introduce cost-savings. Thus, we have 
an economic system that is inherently not 
static. It holds out the lure of an occasional 
great reward for good, new ideas. And com- 
petitive pressures are always forcing the 
prompt and wide diffusion of these new and 
better things throughout the whole economy. 


Economic Democratization 


What has been the result? For one thing, 
the persistent doubling of levels of living each 
40 years at least since the early part of the 
last century. But its most spectacular accom- 
plishment has been to make available to 
people generally what a few decades earlier 
had been the prerogative of only the privileged 
few. A few generations ago only the very 
wealthy could have music or drama or other 
entertainment in their own homes. Now radio 
and television bring the best of the entertain- 
ment world into homes generally. (Whether 
this represents “progress” may, of course, be 
the subject of a spirited debate.) Having one’s 
own conveyance was such an indication of 
affluence that the phrase “carriage trade” be- 
came embedded in our language as a figure 
of speech. Through the innovations of such 
men as Ford, Durant, and Sloan, the automo- 
bile has made us all members of the carriage 
trade. And through DuPont all women live in 
the silk stocking district. Indeed, it is a sim- 
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ple statement of fact that in this country the ! 
average family and the family of considerable } 
affluence have never been so indistinguishable | 
as they are now in terms of the material com. 
forts of life that each can enjoy. Partly this ) 
represents a compression of the inequality in 
incomes. But the primary force has been the 
economic democratization relentlessly pressed — 
by the inherent nature of our economic system, 


Implications of 
Economic Progress 


Now this conception of our economic sys- 
tem carries with it some important implica- 
tions for businesses. First, profits are always 
in the process of being competed away. There- 
fore, a healthy continuing flow of profits de- 
pends on the ability of businesses to keep up 
a stream of new things. No new idea, no mat- 
ter how good it may be at the time, is ever | 
good enough to assure profits to any company | 
or person in perpetuity. Profits are, in that 
very real sense, temporary, and can only keep 
up if businesses continue vigorously to inno- 
vate. 

Second, economic progress and growth are 
very dangerous things. The prospect of con- > 
tinuing economic expansion is often uncritical- | 
ly considered to be good news. Does it not 
mean growing markets for output? The answer 
is, obviously, that it does. But it does not 
mean that markets for any specific product 
or service can confidently be expected to get 
bigger and bigger. And for any specific com- 
pany or person economic progress may be very 
bad news. Progress p‘imarily comes, let us re- 
mind ourselves again, from the challenge of 
new products and processes. And, old estab- 
lished ways of doing things are constantly be- 
coming casualties of this economic advance. 
In 1959 our economy will produce and sell al- 
most seven times as much output as at the 
turn of the century. For producers of gasoline, 
fuel oil, tractors, automobiles, or chemicals — 
this has been good news. It has also been good 
news for such people as the chemists, engi- 
neers, and statisticians that you people have — 
been bidding actively for in recent years. But | 
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what about the solid citizen and sturdy, care- 
ful craftsman who conscientiously and pains- 
takingly learned how to make good wagons 
and buggies—or the merchant in the small 
town, no doubt a pillar in his community, who 
was to become a casualty of competition from 
the larger city? And the prospect of this seven- 
fold increase in the size of our economy was 
not good news for the producers of harness or 
steam locomotives. Progress can be dangerous. 
In Schumpeter’s words, economic progress is 
inherently a process of ‘‘creative destruction.” 
The implications of this for businesses is that 
no company, no matter how large its bag of 
good ideas today, can ever afford to rest on 
its laurels. It must continue to be innovation- 
minded. This means, of course, support of and 
participation in basic research. It means such 
things as _ well-staffed, competent  capital- 
budgeting departments to minimize the chance 
that good investment opportunities will be 
overlooked. It may mean the designation of 
some person, or the creation of some depart- 
ment, to be concerned explicitly with longer- 
range planning. But above all it certainly 
means a company state of mind reflecting 


» recognition of the fact of change. In our kind 


of dynamic, fast-moving economic system the 
company that is not in the vanguard of 
change is courting the risk of being a casualty 
of change. 

Finally, a free economic and social system, 
more than any other type, requires perform- 
ance as a condition of success. This is one of 
its virtually unique characteristics. Once again 
Schumpeter put this very well by pointing 
out that in our society the process of selection 
goes far to guarantee performance by accord- 
ing to any man a wide opportunity to rise 
within the business and social community as 
far as his abilities and energies carry him. This 
is not a claim that most of our social systems 
throughout history could make—where too of- 
ten membership in a class, or a family, or a 
group, or good “‘connections”’ were the require- 
ments of advancement. And, a nation that 
wants to continue a rapid rate of economic 
progress must zealously safeguard the prin- 
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ciple that the basic requirement for advance- 
ment is performance. And, it must avoid the 
temptation to thwart the basic freedom to 
challenge old, established institutions and 
ways of doing things with something new and 
better. 


Promoting Economic Growth 


For many reasons we need to give increased 
attention in this country to the elements of a 
policy for promoting economic growth. A fre- 
quently cited reason is that otherwise the 
U.S.S.R., with its presently high growth rate, 
may catch up with us. This would not be a 
very happy prospect. But there is an even 
more fundamental reason for giving further at- 
tention to a policy for economic growth. It is 
that our admittedly productive economy still 
provides for the average American family a 
level of living circumscribed by an income of 
only slightly in excess of $100 per week. This 
is not, with all due respect to a witty and pro- 
vocative book, a level of great affluence. 

What might the elements of such a policy 
be? This is a question of quite literally ency- 
clopedic proportions, but it may be useful to 
indicate a few things that pretty clearly should 
appear on the list. 

First, we must establish a more secure basis 
for a reasonably steady price level. Neither the 
evidence of history nor the logic of the prob- 
lem suggests that a policy of embracing or even 
acquiescing in a creeping deterioration in the 
purchasing power of the dollar would encour- 
age an orderly and more vigorous rate of eco- 
nomic growth for the long pull. Both our 
domestic economic situation and our competi- 
tive position vis-a-vis the rest of the world 
require that we call a halt to this annual Sadie 
Hawkins Day ceremony of boosting wages be- 
yond what is consistent with a generally stable 
cost level and then scaling up prices. If we 
could be confident about the stability of the 
price level, we could pursue an expansionist 
monetary and fiscal policy that, in the real 
world as it now is, could only be considered 
quite irresponsible and inimical to economic 
progress. 
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Second, we need to take some steps that 
will promote a more rapid rate of capital for- 
mation. Some of these steps are in the public 
domain. For example, we should adjust our 
tax laws. The initial investment allowance for 
depreciation, utilized in other countries and 
to a limited extent recently here for small 
businesses, should be broadened. This proced- 
ure for granting an initial depreciation allow- 
ance increases the attractiveness of capital 
outlays and it also increases the flow of in- 
ternally generated funds. Inevitably this 
would result in a higher rate of expenditures to 
improve and enlarge productive facilities, 
thereby contributing to a more rapid rate of 
economic growth. Corporate profits subject 
to the income tax should be more accurately 
measured by allowing as a cost the full current 
value of capital expiring in the process of cur- 
rent production. At present profits are over- 
stated by roughly $6 billion per year through 
failure to charge as a current cost the current 
purchasing-power value of the capital thus ex- 
piring during the year. Such over-statement, 
and therefore over-taxation of business income, 
impedes capital formation by weakening the 
incentives and reducing the means for busi- 
ness investment. 

Some of the steps needed to assure a more 
orderly and vigorous flow of investment are 
within the control of managements themselves. 
For example, though the systematic, organized 
budgeting of capital expenditures has devel- 
oped greatly in the last decade, and most cor- 
porations have well-staffed capital budgeting 
departments, tnere is considerable evidence 
that businesses are still overlooking numerous 
profitable opportunities to replace obsolete 
facilities whose use makes for high costs and 
a lower rate of productivity improvement. 


Saving and Taxes 


A higher rate of saving would also facilitate 
more rapidly expanding economy. Capital for- 
mation, which is an indispensable condition 
for economic growth obviously presupposes 
that there will be savings. The higher level of 
interest earnings may help. A change in our 
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national attitude in the direction of taking g 
somewhat more affirmative attitude toward ; 
the constructive role of saving and thrift js. 
also badly needed. But we must not expect too 
much. Drastically increased income taxes, the 
disfavor into which savings and thrift fell ip 
the prewar decade, the decline of interes 
rates to very low levels—through all of these. 
the proportion of our national income being 
saved changed surprisingly little. | If the trend. 
in our national savings rate that prevailed | 
from 1897 to 1929 were extended into the 
postwar period, it would have been only | 
slightly above actual rates of saving in recent. 
years. Clearly, habits of saving and thrift are 
stubborn things, and people’s decisions about | 
these matters are not easily displaced. | 

Some changes in our fiscal structure, in ad- 
dition to a more accurate definition of busines 
profits, are also badly needed. Tight control of 
expenditures is the first requirement. This | 
means more than some simple injunction Urg. | 
ing the Federal Government to avoid waste or 
to limit its spending to “essential needs.” We 
need to devise better decision-making proced. 
ures about Federal spending. The President | 
recommended two in his budget message last » 
January. One is the item veto. The present all- 
or-nothing choice confronting the President is 
an invitation to load into an otherwise esser- ) 
tial bill an appropriation that could not get 
through on its own merits. Another badly 
needed reform is some procedure by which 
Congress must approve the total budget as 
well as vote upon each part. If there is sucha. 
thing as a discipline of economics, it follows | 
that the aggregate of individually meritorious. 
projects adds up ‘to too much. Finally, we 
very much need to evaluate our tax structure , 
from the point of view of its impact on incen- 
tives for efficiency and expansion as well as for 
its tendency to reduce inequality in the distri- | 
bution of income. It is unquestionably true that 
our present tax structure unnecessarily and 
undesirably narrows the net income rewards. 
between the efficient and inefficient users of 
productive resources, and in other ways im 
pedes incentives to expansion. 
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Intangible Factors 
Affecting Productivity 

I pointed out earlier that one of the inter- 
esting results of recent research is the demon- 
stration that increases in man-hours worked 
and the growth in our stock of productive 
capital together explain only about half of the 
total output during the last century or so for 
which we have reasonably accurate informa- 
tion. The explanation for the great expansion 
in our output is much more complex than sim- 
ply more people working with more equip- 
ment. And we know that it is not because 


people have been toiling harder and harder; 


the contrary is certainly the case. The evidence 
strongly suggests that there are some further 
intangibles at work in this process. 

One of these is what might be called in- 
tangible capital formation. Research outlays 
that hack away at the frontiers of knowledge 
are clearly an ingredient. Expenditures for ed- 
ucation that enable a business to take for 
granted that it has a literate work force are a 
part of this process. The costly facilities for 
higher education that provide your industry 
with the trained chemists, physicists, mathe- 


» maticians, and students of administration are 


another part of the explanation of this sec- 
ond half. Unlike the less-developed countries, 
we do not have other more developed coun- 
tries whose immeasurably advanced technol- 
ogy and learning we can readily borrow. We 
must create as we go. And it stands to reason, 
therefore, that if we want a vigorous rate of 
economic progress, we must provide a strong 
basis of support for these mainsprings of 
economic advance. 


The National Spirit 

But there is another intangible that, in my 
judgment, will be even more basic in deter- 
mining whether we continue to have a vigor- 
ously expanding and lively economy in the 
decades ahead. It is not less important be- 
cause it is not easily defined. This one has to 
do with the character of our national spirit. 
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The evidence seems to me to be pretty clear 
that innovation (the perception and imple- 
mentation of new ways to new things) is the 
powerful agent making for economic progress. 
If so, it follows that we need innovators— 
these imaginative, restless, creative people 
who come up with new, unconventional, and 
occasionally very upsetting ideas. It further 
follows that the nation which encourages in- 
dependent-mindedness is apt to be the nation 
with a good supply of innovation. Conversely, 
the nation whose habits of thought and mores 
frown on originality, on the fellow who is 
eager to pull ahead of the parade, and on the 
restless competitor who is always keeping the 
industry off balance and in a state of ferment, 
is apt to become static, sluggish, and dead on 
its feet. 

Are events and developments making the 
United States a nation less vigorously inno- 
vation-minded? To raise this question one 
courts the risk of being declared out of step 
with the times. But there have been develop- 
ments in American society that make this a 
legitimate question to raise. People in lower 
and middle-management positions often com- 
plain that avenues for communicating new 
ideas to top management are unnecessarily 
clogged. Working within the framework of 
company policy is fine, but what about the 
policy? Are we in Schools of Business Admin- 
istration geared too exclusively to the training 
of corporation bureaucrats? In the interest of 
individual security and stability, are we go- 
ing so far in safeguarding jobs and occupations 
and businesses that we are slowing down the 
process that gives us an expanding economy 
and rising productivity? Are changes in our 
Weltanschauung excessively encouraging a 
passivity, conformity, and lack of aggressive 
self-reliance that are inimical to a vigorous 
economy? It is an economy such as ours, with 
a long and impressive record of lifting levels 
of living, that must examine these questions 
with particular candor. 
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e Problems and achievements in early design 
and manufacture of automobiles 


America’s First 


Gasoline Automobile 


E decade of the 1880s found present in 
this country, for the first time, all the 
knowledge and things necessary to the con- 
struction of a gasoline automobile. Oil wells, 
first drilled in 1858, were furnishing kerosene 
and gasoline. A few gas engines were in use, 
operating on the Otto four-stroke cycle, and 
gas producers were making from gasoline a gas 
suitable for these engines. Ball bearings and 
rubber tires became common on bicycles. Fric- 
tion clutches, belts, chains, and gears for 
transmitting power were well known. Differ- 
ential gearing had been used on tricycles. The 
self-propelled trolley car came into use, and 
steam road vehicles were not uncommon. 


European Developments 


Given initiative and these conditions, the 
appearance of the automobile in America 
could not be long delayed. However, condi- 
tions in Germany were even more favorable. 
There, in 1876, Dr. N. A. Otto constructed the 
first four-cycle gas engine, and in the next 
seven or eight years machines of this type had 
begun to attract attention there. Knowledge 
of these engines no doubt spurred Gottlieb 
Daimler and Carl Benz to action. Daimler 
started work at Cannstatt in 1884, and Benz 


About the author— 


A true pioneer in the earliest days of American 
automobile design and manufacture, J. Frank Duryea, 
now 90, lives in Madison, Connecticut; and he and 
his wife winter in Pasadena, California. 

This article is based on a talk given by him before 
the Fuels and Lubricants meeting of the Society of 
Automotive Engineers and the Horseless Carriage 
Club of Los Angeles, in that city on March 18, 1948. 
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J. Frank Durye 


at Mannheim in 1885. Daimler’s first engine 
had a single vertical cylinder, but he soon 
started building two-cylinder engines, of a 
narrow “V” type, using hot tube ignition and ) 
a tank type carburetor. These engines were 
operated at quite a high speed, but since both 
pistons were connected to the same crank pin, 
there was considerable vibration. They were 
not throttled to obtain variable speed, but 
were held to approximately constant speed 
by governor control of the exhaust valve 
action, working on the well-known “hit-and- 
miss”’ principle, whereby the engine received | 
either a full charge or nothing. 

Daimler, in 1885, built a motor bicycle ani ( 
some quadricycles. One of these quadricycles | 
saw at the Columbian Exhibition in Chicago 
during 1893. It had no front axle; the front 
wheels were steered by bicycle-type front 
forks. This was the first gasoline-engined 
vehicle shown in America, but, there was lit- 
tle about it to inspire in one a desire to possess - 
it. However, this may also be said of the first | 
Duryea, now in the Smithsonian Institution. 

Among those who contributed to the de- 
velopment of the automobile, Carl Benz de- 
serves high place. His first United States 
patent, issued in June, 1888, showed a single 
front wheel for steering, a single-cylinder | 
horizontal engine with vertical crankshaft, and 
belt-and-pulley transmission to a jackshaft, 
from which sprockets and chains drove each 
rear wheel of the vehicle. 

In 1889, the Scientific American published 
an illustration of a later Benz car. This was } 
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four-wheeled vehicle with Akerman steering 
knuckles and was as far advanced in design as 
were the three Benz cars that took part in 
the Times-Herald Race at Chicago in 1895. 
Therefore, I would say of this 1889 Benz that 
it was probably the first really desirable and 
usable gasoline-engined car in Europe, just as 
the car which I designed in 1894 and drove 
to win the Chicago race in 1895 was the first 
really usable car built in America. 


Early Duryea Development 


We Duryeas were Illinois farm boys, used 
to all kinds of farm machinery with belt, 
chain, and gear drives. Our imagination had 
been fired by the power and speeed of the rail- 


In 1888, after graduating from high school, 
I joined my elder brother Charles at Washing- 
ton, D.C., and took up machine work, while 
Charles was building a model of his Sylph 
bicycle. That summer we took our first ride 
together in a trolley car, and agreed that an 
engine-driven vehicle would be equally practi- 
cal on the road. After a year at Washington 
we went to Rockaway, New Jersey, where 
Charles was having his bicycle made, and I 
engaged in tool work. Here, as at Washington, 
we regularly read the Scientific American and 
scanned the pages of the monthly Patent Office 
Gazette for anything of interest. 
After a year and a half at Rockaway, 
Charles moved his bicycle work to the Ames 
Manufacturing Company at 
Chicopee, Massachusetts, 


weg 
—> ‘ and I soon followed, again 


taking up tool-making and 
mechanical drawing. At 
Chicopee we spent much of 
our spare time in discussion 
of mechanical matters of in- 
terest to both of us and, in 
the summer of 1891, because, 
I believe, of some further ref- 
erence to the work of Daimler 
or Benz, we started reading 
books on gas engines with the 
idea of building a motor 
vehicle. 

It was not until the late fall 
or early winter of 1891 that 
sine Charles took the steps that 
~*~. - led to our starting work on 


the first Duryea car, for at 


this time he told me that he 
had the exact engine and 

First gasoline automobile built in U.S., the Duryea “Horseless Carriage,” — 
1892-93. Driven on streets of Springfield, Massachusetts, September 23, transmission that bate needed. 
1893. Now in Smithsonian Institution, Washington, D.C. He then described a free pis- 


way locomotive. During the 80s we had seen 
steam threshing-machine engines drawing 
their heavy grain separators from farm to 
farm. We had become engine-minded, and as 
early as 1883, at the age of 14, I made crude 
plans of a belt-driven steam vehicle. 


MARCH, 1960 


ton engine, as suggested to 
him by C. E. Hawley, and an unusual friction 
transmission. I contended that both were ques- 
tionable; but Charles went ahead and had 
Ames Company draftsmen make illustrative 
sketches as applied to a democrat spring wagon. 
Working drawings were made in 1891 and ’92, 
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for part of the friction transmission and part 
of the engine, but it was not until March, 1892, 
that Charles met Erwin F. Markham, who 
agreed to put up one thousand dollars to build 
the first car. 

As I was the more competent mechanic I 
went with Charles to see Mr. Markham and 
later to locate a suitable workshop. Following 
this, a secondhand phaeton 
was bought, into which the 
parts would be fitted. Start- 
ing early in April, 1892, con- 
struction proceeded slowly 
through the summer, for it 
was a new line of work and I 
had much designing and 
drafting to do. 

While carburetor, hot tube 
ignition, and a method of con- 
trolling the engine and trans- 
mission were yet to be de- 
signed, Charles moved back 
to Peoria, Illinois, leaving me 
full responsibility and assur- 
ing me of a share in the proj- 
ect. I now became one of the 
partners. Illness stopped all 
work from October until Jan- 
uary 1, 1893. 


Th —- i J. Frank Duryea, left, winner of America’s first automobile race, Thanks- 
en, having designed and giving Day, 1895. At right, is Arthur W. White, Umpire, of Toronto. At far 


drive the car on the road. Mr. Markham and} 1 


I decided to discard it. > mis 
A New Design 
car 


I then designed and built a new engine with ! 
a cast water jacket, hand starting device, timer | ec 
gears to operate the exhaust valve, electric! 4; 


built hot tube ignition and a right, in rear of car, George Henry Hewitt, President, Duryea Motor frict 
d b I Wagon Co., Springfield, Mass. Note slush and snow at start of race from 
crude spray Carburetor, I at- Jackson Park, Chicago, to Evanston, Ill., and return. bod: 


tempted to start the free pis- 

ton engine, only to find that it would not give 
regular power impulses. Our backer, Mr. 
Markham, threatened to withdraw, and to fore- 
stall this, I eliminated the free piston feature of 
the engine by pinning the two pistons together, 
and hastily constructed a device on the side of 
the engine to cause the exhaust valve to func- 
tion properly. 

This crude makeshift engine was now oper- 
ative, but had very little power and could not 
be used without a special hand starter and 
some method of remote control for the en- 
gine. With these added, it would still be a 
makeshift and the engine was therefore never 
completed far enough to enable us to use it to 
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finally, a governor—to avoid the necessity of also 
remote control for the engine. None of the 
above features had been used in the first en- in \ 
gine except my spray carburetor. agre 

Working parts had been supported by a wor! 
rigid framework connecting front and rear | tive 
axles. I arranged to support this framework at peat 
a single point on the front axle, thus provid- | top 
ing a three-point support for the engine and! was 
transmission and avoiding distortion due to I cc 
uneven roads. 

This first Duryea car was first driven on, larit 
the road on September 21 or 22, 1893, as and 
shown in the Springfield (Mass.) Evening E 
Union of September 22, 1893. The engine gave | plac 
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and} yo trouble, but because of its friction trans- 
) mission the car was barely operative, and I 
was never able to demonstrate the “horseless 
carriage’ to a possible investor. 

with} After a few weeks of testing, Mr. Markham 
imet| decided to quit. Refusing to accept this action 
Ctric | 4s final, I designed a new transmission of 
and, gears and friction clutches, and confidently 
ee» | offered to build it on my own time if Mr. 
~ Markham would meet material and shop ex- 
"| pense. He accepted, and I built and installed 
, | this transmission in the car. The Springfield 
Evening Union of January 19, 1894, describes 
6) my first trip with this successful transmission. 
| This car is the Duryea car now in the Smith- 
 sonian Institution, Washington, D.C. 


| The Second Car 


<" With the first car nearing completion, I 
i © started, about January 1, 1894, to design a 
| second and completely new car. Mr. Mark- 
S| ham was unable to finance the work further 
; | and, as I had been without salary for a month 
and a half, it was necessary that I quickly find 
= | new capital. Borrowing to live, and working 
@ > earnestly, I had, in March, completed plans 
‘for the new car. These plans showed a piano- 
box side bar buggy, with a two-cylinder, two- 
- ) cycle motor, and my transmission of gears and 
friction clutches, all well concealed in the 
body. The plans showed a live rear axle with 
ball bearings, and wheels with all-metal hubs; 
of also ball bearings for the transmission shafts. 
the With these plans in hand I was able, late 
en- | in March, 1894, to induce Henry W. Clapp to 
| agree to finance construction of the car, and 
/ a work was started in April. This car was opera- 
eat | tive early in December, 1894, and was re- 
at peatedly driven rapidly around the empty 
id- top floor of the factory building. The motor 
ind | was a trifle irregular and, believing it faulty, 
od I converted it from two-cycle to four-cycle 
_ in January and February, 1895. The irregu- 
on, larity continued, was traced to a weak spark, 
as | and promptly corrected. 
m | Equipped with cushion tires, the car was 
ve { placed on the road late in March, 1895. From 
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this time it was in use nearly every day of 
the spring and summer, giving demonstra- 
tions to build up the interest necessary to en- 
able us to organize a company. 


The Duryea Motor Wagon Co. 


After many demonstrations with the car 
had been given throughout the summer, the 
Duryea Motor Wagon Company was orga- 
nized at Springfield, Massachusetts, in Sep- 
tember, 1895, with George H. Hewitt presi- 
dent and T. W. Leete treasurer. In recogni- 
tion of my work, I was made a director and 
employed as chief engineer in charge of de- 
sign and production. 

Driving this car for the Duryea Motor 
Wagon Company, I won America’s first race, 
sponsored by the Chicago Times-Herald, and 
run on Thanksgiving Day, November 28, 
1895. The course was from Chicago to Evans- 
ton, Illinois, and return; the distance, 54 
miles. Much snow fell the day before the race 
and, of nearly 80 entries, only six appeared at 
the start. Two of these were electrics and 
three were foreign Benz cars; the Duryea was 
the only American gasoline car in the race. 

Of the six starters, but two finished. These 
were the Duryea, driven by me, with Arthur 
W. White, of Toronto, Ontario, riding as Um- 
pire, and a Benz, driven by Oscar Mueller of 
Decatur, Illinois, with Umpire Charles B. 
King of Detroit. After a trying day, the Dur- 
yea finished ahead of the Benz, by an hour 
and 35 minutes, winning first prize of two 
thousand dollars. The Benz was driven across 
the finish line by Umpire Charles B. King 
after the driver had fainted from exhaustion 
due to pushing the car through the drifted 
snow. Charles B. King later became the first 
to build a car in Detroit. 


Significant Features of Design 


Since the “Chicago winner” was the first 
really desirable and usable American car, I 
shall now list some of its more important 
features, which I was the first to use in an 
American automobile: 
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1. An engine with electric ignition. 

2. A pump to circulate water for cooling 
the engine. 

3. A spray carburetor for the engine, with 
constant gasoline level. 

4. A pump to supply gasoline for the car- 
buretor. 

5. A transmission having three speeds and 
reverse, in which power was_ transmitted 
through toothed gears by setting a friction 
clutch. 

6. Ball bearings for the transmission shafts. 

7. A rear axle having differential gears and 
rotating axle shafts to drive the rear wheels 
of the car. 

8. Ball bearings for the rear axle shafts. 

9. Concealed mechanism. 

10. Pneumatic tires—built to my specifica- 
tions by Hartford Rubber Works. 

All of these features are to be found in the 
automobile of today. None of them were to be 
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Stevens-Duryea 


1912 Stevens-Duryea Sixes—Closed Car Models 


Berlines— Limousines— Landaulets 


HE famous Stevens-Duryea “Unit Power Plant” supported on “Three 

Points,” the Multiple Disc Dry Plate Clutch,” and the fact that we ‘ 
are PIONEER BUILDERS OF AMERICAN Si\tS, make your final choice a; 
simple matter. Power, flexibility and unusual comfort under all con- | 


ditions of road and weather are perfectly combined in the ! 
m NN pioneer American motor cars built ‘round a basic principle. 


Interesting literature mailed upon request. but a visit toa Stevens. Duryea dealer, 
where you can examine the cars themselves, will prove more interesting to you 
A 
Stevens-Duryea Company, Chicopee Falls, Mass. 
4 


A Stevens-Duryea limousine of 1911 


30 


found in our original plans for the first Dy. 
yea Car. 

Further, the Benz cars imported from Ger. 
many in 1895 contained but three of these ten 
features, namely, electric ignition, ball bear. 
ings on a transmission shaft, and partly con. 
cealed mechanism. 


More Cars, More Races 


The “Chicago winner” was the second Dur. 
yea car. After formation of the Duryea Motor 
Wagon Company, I designed a third car, 
Thirteen cars of this design were finished and 
the greater part sold during 1896. Driving one , 
of these, I won America’s second race on Dec. | 
oration Day, May 30, 1896. This race was 
sponsored by the Cosmopolitan magazine, and 
was from New York City to Irvington-on-the. 
Hudson and return, a distance of 52 miles, 
Another of these cars was loaned to Barnum 
and Bailey, and for a time was shown daily 
in their ring and street parades. 

After making some changes in still another 
of these 1896 machines, I took it to London 
and on November 14, 1896, drove it in the 
London-to-Brighton Liberty Day Run, which 
celebrated the repeal of the English four- 
miles-per-hour law. Mr. Herbert Thrupp of 
Thrupp and Maberly—noted London carri- 
age-makers—rode with me, and I have his 
affidavit that we were first to arrive in 
Brighton. | 

Late in 1896 I made for the Duryea Com. _ 
pany the fourth Duryea car design. In this! | 
used an electric generator, for ignition with- 
out batteries, and a float-feed carburetor. | 
These features are shown in my patents for 
which application was made on November 7, | 
1896, ‘and June 14, 1897. I believe that these 
are also “‘firsts.”’ 

I took this car to London in June, 1897, 
and there became acquainted with the Honor- 
able C. S. Rolls, later of the famous Rolls- 
Royce car. Mr. Rolls frequently rode with 
me, both as passenger and driver, and in July, 
1897, wrote an article for the English maga- 
zine Automotor, in which he praised the flexi- 
bility of my engine and stated that the cat 
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was free from most of the objectionable fea- 
tures of other makes. 


Later Developments 


Manufacture started in 1901 at the J. 
Stevens Arms and Tool Company in Chico- 
pee Falls, Massachusetts, on the first Stevens- 
Duryeas. They had a two-cylinder engine and 
three-speed transmission, located in the body 
beneath the driver’s seat. These cars were 
profitably sold for three years, but, seeing the 
growing influence of foreign design, in 1903 
[| designed a four-cylinder motor, placed for- 
ward under a hood with a shaft drive to a 
bevel gear in the rear axle. For the engine I 
designed a multiple-disk, dry-plate clutch, 
and arranged to bolt the engine crankcase, 


dutch housing, and transmission housing to- 


gether as a “unit power plant.” This car was 
finished in 1904 and was shown at the New 
York show in January, 1905. The unit power 


plant, with multiple-disk, dry-plate clutch, 
subsequently became standard for the in- 
dustry. 

The Stevens-Duryea Company was formed 
in 1904. A six-cylinder car was manufactured 
in 1906, and after that sixes became the com- 
pany’s principal product. These cars were a 
source of very satisfactory profits to stock- 
holders, but they were all high-priced cars, 
ranging from $2,500 for the four-cylinder car 
of 1905 to $6,500 for certain later models. 

By 1915, it had become clear to me that 
mass production methods would eventually 
spell the doom of the high-priced car; also 
that the Middle West had the edge in loca- 
tion with reference to supplies and markets. I 
was in ill health at the time, and, having re- 
ceived an excellent offer from the Westing- 
house Company for our plants in Chicopee 
Falls and Springfield, I, having become the 
controlling factor in Stevens-Duryea Com- 
pany, accepted the offer and retired. 


Calling All Alumni! 


SATURDAY, MAY 14, 1960 


is a date to remember 


On this day, the School of Business Administration of The University 


of Michigan will hold its 30th Annual Alumni Conference. Not only will 


the Conference provide you an opportunity to meet old friends, but it 


will also provide you an opportunity to hear a group of outstanding 


speakers discuss a very important topic—Business Education in the 


Future.” Because Dean Russell Stevenson will retire on July 1, 1960, 


the luncheon meeting will be devoted to honoring Dean Stevenson for 


his contributions to the School and to business education. You will not 


want to miss this important Conference, so plan to attend now! 


1960 
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Michigan Business Indicators 
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MICHIGAN BANK DEBITS 
7 12 CITIES-LOWER PENINSULA 
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: BANK DEBITS—THE MOST ALL INCLUSIVE MEASURE OF BUSINESS ACTIVITY—-The} P 
< optimistic outlook in the durable goods industries, with the correspondingly high production | ij 
‘ schedules, helped boost the level of economic activity in January to the pre-steel strike level of | a 
mid-1959. st 
. MILLIONS OF DOLLARS 
120 
80 
60 7 
40 
MICHIGAN BANK_ DEBITS 
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UPPER PENINSULA BANK DEBITS—The Upper Peninsula economy remained relatively stable) M 
in recent months. A slight increase in bank debits was evidenced as 1960 got underway. th 
tr, 
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ELECTRIC POWER CONSUMPTION 
(INDUSTRIAL) 
IN TEN MICHIGAN CITIES 
1953 1954 1955 1956 1987 1958 1959 1960 
The | POWER CONSUMPTION-Industrial electric power consumption data show a increase 
tion 


in industrial production in December over the previous period. The return to gorge in the 
1 of } automobile and other steel-dependent industries, as fini steel became available, was the main- 
stay of the sharp increase. 
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MICHIGAN EMPLOYMENT 
1 (NON AGRICULTURAL) 
1963 1954 1985 1956 1957 1958 1959 1960 


able} MICHIGAN EMPLOYMENT-The recall of workers in the automobile industry accounted for 


the rise in employment in Michigan in December. The usual after-Christmas layoffs in the retail 
trade and a small dip in employment in the construction field were held responsible for the lower 


employment figure for January. | 
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ADVANCED MANAGEMENT TRAINING 
FOR BUSINESS MEN 


1960 
EXECUTIVE DEVELOPMENT PROGRAM 


School of Business Administration 
The University of Michigan 


June 19 This Program, first offered and successfully conducted in 1954, ig 
to designed for men of recognized capacity who now hold positions at or 
July 15 just below the general management level. Each participant should have 
had a considerable amount of experience and executive responsibility, 


Previous formal education is not a requirement for admission; “™ 

openmindedness and intellectual curiosity are more important factors 

4 in determining a man’s suitability for enrollment. qa 

The basic objective of the Program is to broaden the understanding @ 

and appreciation of business functions and of economic forces which | ; 
This Program is designed tq aid the @ 


al 
: operations in fields other than his own specialization ; | f | 


Ben lnpeoving bin ablity to analyse and solve businees problems trois 
viewpoint of his Company as a whole; = 
pa forces which affect the environment in which the modern corporation | = 
operates ; 
F 
The Study Program includes the following subjects, each led by a. 
leading authority: 
Accounting and Control Financial Administration y 
Business Conditions ‘Human Relations in Management Ls 
Economics Marketing Management 1 
It is expected that enrollees will be sponsored by their companies. _ 3 
For additional information, write to: 


ws. 


WILLIAM J. CAREY 
Director, Executive Development Program 


School of Business Administration . 
The University of Michigan Ann Arbor 
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